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Together We Build 


Engraved on the company’s gold service award emblem 
are the words, ““Together We Build’’. It is more than a 
motto, it is a way of life at Kaiser Resources. 

During the ten years since the company was founded, 
the men and women of Kaiser Resources together have 
performed a truly remarkable job in building a successful 
mining and engineering organization. After a difficult 
beginning, this group of dedicated, talented and highly 
motivated people built an efficient mining operation and 
established outstanding productivity records. 

As the company enters its second decade of business in 
Canada, it is men and women with this kind of deter- 
mination who will serve as the foundation for the future 
growth and success of Kaiser Resources. 

In the final analysis, the company must compete in the 
free market system. Mineral resources, although valuable, 
are not unique to either the company or the country. What 
is unique are the people, their productivity, their integrity, 
their creativity and their desire to get the job done. 

Kaiser Resources has the talent to turn the competitive 
challenges of the eighties into opportunities for growth. 


Cover: Stanley Wasienwicz, Unit Foreman, Underground 


Kaiser Resources Ltd. 


Kaiser Resources Ltd. operates Canada’s largest metallurgical coal mine, producing 
nearly one-half of the country’s exports of coal used in steelmaking. Incorporated in 
British Columbia in 1967, the company operates surface and underground mines and 
coal processing facilities at Sparwood, in the southeastern part of the province. 
Westshore Terminals Ltd., a subsidiary, operates a bulk-handling port facility at 
Roberts Bank, south of Vancouver. Kaiser Resources has also diversified into 
exploration for oil and gas in Canada. 


Highlights 
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Financial information presented above should be read in conjunction with the con- 
solidated financial statements and other financial data included in this report. 


Tonnage figures in this report are expressed in long tons (2,240 pounds) except 
where indicated as short tons (2,000 pounds) or metric tons (2,204.6 pounds). 


To Our Shareholders 


Edgar F. Kaiser 
Chairman 


Edgar F. Kaiser, Jr. 
President & Chief 
Executive Officer 


Kaiser Resources marked its tenth year in 
business with successful performances in 
all key areas. 

Net income and earnings per share in 
1977 were the second highest in the com- 
pany’s history. Sales reached a record 
high. New coal markets were penetrated, 
despite the lowest level of international 
metallurgical coal consumption in many 
years. All of the company’s remaining 
long-term debt was repaid. 

Consolidated net earnings for 1977 were 
$57.3 million, or $2.14 per share, com- 
pared with $52.4 million, or $1.98 per 
share in 1976. Sales increased 14 percent 
to $299 million. 

The strong earnings performance was 
primarily attributable to a successful mar- 
ket diversification program which resulted 
in an increase in metallurgical coal ship- 
ments to 4.9 million tons during 1977 from 
4.5 million tons in 1976. 


Market Diversification 

Increased market diversification has been 
accomplished during the past three years. 
Due to Japan’s reduced production of 
crude steel, we have intensified our efforts 
to diversify our markets geographically. 
More than 14 percent of 1977 metallurgi- 
cal coal exports were shipped to customers 
outside Japan. 

During the year, three new long-term 
contracts were signed with steel mills in 
Pakistan and Brazil. The tonnage under 
our Korean sales contract was increased 
substantially. Early in 1978, we entered 
another important new market — Europe — 


with a three-year contract to ship more 
than half a million metric tons of metal- 
lurgical coal to Romania. We expect to 


continue to diversi ur, customer base 
in : 


——Fhe company also increased its market- 
ing of thermal coal in 1977. Trial cargoes 
were shipped to potential customers in 
Europe and Asia, and thermal coal ship- 
ments are expected to increase further 
in 1978. 

Studies are in progress to determine the 
potential of thermal coal mining and pro- 
cessing activities at our present operations. 
We are also continuing to explore thermal 
coal opportunities in Canada and in other 
countries. 


New Projects 
Kaiser Resources is participating in oil and 
gas exploration projects in northern and 
eastern Canada in an effort to broaden its 
investment in Canada’s energy resources 
and to expand its base for future growth. 
Economic incentives established to en- 
courage development of Canadian oil and 
gas reserves significantly reduce the com- 
pany’s risk and provide opportunities for 
potential high rates of return from success- 
ful exploration and development efforts. 
We have joined Petro-Canada and 
Mobil Oil of Canada in a 1.1 million-acre 
oil and gas exploration project in the Sable 
Island area off the east coast of Nova 
Scotia. We expect to earn up to a 10 per- 
cent working interest in the project through 
the expenditure of approximately $16.5 
million in the drilling of exploratory wells. 


Our participation is subject to review 
under the Foreign Investment Review Act. 

In an earlier venture in 1977, the com- 
pany invested $5 million for a one percent 
net profits interest in four Dome Petroleum 
Limited exploration blocks in the Beaufort 
Sea. Significant gas flows were recorded 
at three deep exploration wells drilled in 
1977. A significant oil flow also was 
recorded at one of these wells. Further 
testing and drilling will be conducted in 
1978 to assess more fully the oil and gas 


potential of the properties in which we 4, 


have an interest. 


Outlook 

These are uncertain times for the 
economies of many of the countries to 
which we ship our coal. Increased demand 
for metallurgical coal in 1978 is dependent 
upon increased worldwide steel produc- 
tion. Generally, steel industries in indus- 
trialized countries are expected to show 
only a modest recovery during the remain- 
der of the 1970s. In contrast, steel indus- 
tries in developing countries are expanding 
and offer new opportunities for long-term 
sales of metallurgical coal. Our market 
diversification program is focused on in- 
creasing our business with developing 
countries such as Korea and Pakistan 
which have new and expanding steelmak- 
ing facilities. 

In Japan, our single most important 
market, a rapid recovery of the steel in- 
dustry is not expected. With its current 
high inventories of coke and metallurgical 
coal, our 1978 shipments to Japanese steel 


mills continue to be below contract levels. 
However, we anticipate that metallurgical 
coal markets will strengthen gradually 
over the next several years. 

While 1977 was a successful year, it is 
becoming more difficult to maintain our 
high return on investment in the face of a 
depressed market. In addition to develop- 
ing new customers, we are concentrating 
our efforts on further increasing the high 
productivity levels which have historically 
benefited our competitive position. Cost 
control programs are being continued and 
our people, through ingenuity and hard 
work, are increasing equipment utilization 
and are developing new methods to mine 
coal at lower costs. We also are accelerat- 
ing our efforts to examine new oppor- 
tunities for future growth. 


Basic Strengths 

Our success in 1977 is directly attributable 
to the exceptional efforts of our people 
who found ways to do their jobs at lower 
costs and to increase shipments despite a 
generally depressed market. 

Based on the strengths of our people, 
working with efficient equipment and 
modern facilities on extensive coal proper- 
ties, and with the continued support of our 
customers and shareholders, we are able to 
look forward with confidence to the future 
success and growth of Kaiser Resources. 


March 8, 1978 


Operations Review 


Top left: Robert MacPhail (left), executive 
vice-president, operations; and Walter 
Riva, vice-president, mining operations. 


Bottom left and right: The highly flexible 
truck-and-shovel method is used in 
surface mining operations. Approximately 
90 million tons of coal and overburden 

are removed annually. 


An Overview 


Kaiser Resources concentrated its efforts 
during 1977 on consolidating operations 
and increasing operating efficiency. Con- 
sistent with worldwide soft market con- 
ditions, production of raw metallurgical 
coal was reduced to 6.1 million tons during 
the year, from 6.6 million tons in 1976. 
Construction of a new underground 
mine section continued on schedule and is 
due for completion in 1978. Surface and 
underground mining equipment was re- 
built, new equipment was tested, and ad- 
ditional maintenance was performed. The 
company also increased production 
capacity of its mining and processing faci- 
lities, strengthened its cost control system, 


and conducted extensive exploration and 
mine planning. 

The company is currently negotiating 
with local representatives of the United 
Mineworkers of America at Sparwood for 
a new collective agreement. The UMWA 
contract expired December 31, 1976. 

Collective agreements also are being 
negotiated with the Office and Technical 


Employees’ Union and the East Kootenay 


Firebosses Union, and with three locals of 
the International Longshoremen’s and 
Warehousemen’s Union, representing 
employees at the port of Roberts Bank. 


Surface Mining and Maintenance 


Surface mining operations produced 5.3 
million tons of raw metallurgical coal in 
1977, compared with 5.6 million tons in 
1976. Approximately 85 percent of the 
total raw coal mined is produced by sur- 
face operations at Harmer Ridge. 

Substantial cost savings were achieved 
as a result of new drilling and blasting 
procedures which have produced a better 
and more consistent fragmentation of the 
rock overburden. This program will pro- 
duce estimated savings in 1978 of more 
than a million dollars. 

Numerous modifications to surface min- 
ing equipment by maintenance employees, 
part of a new program which incorporates 


the latest technology for mining under 
mountainous conditions, have resulted in a 
substantial increase in equipment avail- 
ability. Two 200-ton trucks were com- 
pletely rebuilt in 1977. Three additional 
200-ton trucks are scheduled to be rebuilt 
in 1978. Rebuilding this huge equipment 
avoids substantial capital expenditures 
which otherwise would have been neces- 
sary to replace the trucks. 

A maintenance service truck was intro- 
duced to surface operations during the year. 
All units such as shovels, trucks and drills 
are fueled and serviced daily in the field and 
minor repairs are performed on site. 


Top right: Lawrence Riffel (right), general 
superintendent of surface operations; 

Lou Castagner (centre) , pit superintendent; 
and Dennis Bremault, superintendent of 
surface maintenance. 


Bottom right: Ward Popenoe (left) , vice- 
president, administration; and Ken Berg, 
purchasing manager. 


Left: Huge 25-cubic yard shovels are 
operated with solid state controls to effi- 
ciently remove overburden. 


Operations Review 


Top left: Junie Lindsay (left), general 
superintendent of coal processing; Gil 

Brust (right), superintendent of the Elkview 
plant; and George Lancaster, superintendent 
of the Michel by-products plant. 


Bottom left: Gino Mangone works on filters 
at Elkview plant. 


Right: The Elkview preparation plant now 
has the capacity to produce more than six 
million tons of clean coal per year as a result 
of a modification program completed in 1977. 


Coal Processing 


Raw coal is processed to sales contract 
specifications at the Elkview preparation 
plant. In 1977, 4.7 million tons of clean 
metallurgical coal were processed, com- 
pared with 4.8 million tons in 1976. 
Significant improvements have been 
made to the machinery and equipment to 
increase capacity of the plant. A $4.2 mil- 
lion plant modification program was 
completed in 1977. The program, part of a 
continuing effort to increase productivity 
and upgrade equipment at all locations, 
has increased the plant’s annual produc- 
tion capacity by approximately 10 percent, 
to more than six million tons. Studies were 
also started to improve the quality of air 


emissions through modifications to the 
plant’s dryer scrubber system. 

In addition to the modification program, 
a new loadout system to increase the ton- 
nage of coal loaded on each rail car to the 
maximum limit was devised by plant per- 
sonnel. This trial design is expected to 
reduce costs for rail freight by minimizing 
dead freight charges. A permanent system 
is being designed for installation in 1978. 


Hydraulic Mining 


Production from North America’s only 
underground hydraulic coal mine was 
608,000 tons of raw coal in 1977, com- 
pared with 756,000 tons in 1976. Another 
167,000 tons were mined by a conven- 
tional underground method. Monitor pro- 
duction in the hydraulic mine was halted in 
the third and fourth quarters in order to 
balance inventories. Employees were 
shifted to underground development work. 

By mid-1978, construction work is ex- 
pected to be completed on a new section of 
the hydraulic mine which will extend pro- 
duction to 1992. The $49 million project is 
being built to mine coal hydraulically from 
a seam which lies below the existing sur- 


ne aw A\e 


face dewatering station. A partial dewater- 
ing system designed with the most ad- 
vanced technology was installed under- 
ground. Coarse coal will be separated from 
the water and carried to the surface by 
conveyor belt while fine coal will be 
pumped in slurry form to be separated at 
the existing surface dewatering station. 
Continuous mining machines are being 
used to mine coal in the development levels 
of the new section. Operation of the hyd- 
raulic monitor is expected to begin in 1979, 
with production of the new section estimated 
at 1.2 million tons of raw coal per year. — 
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Top right: Dick Lewis (centre), general 
superintendent of underground mines; 
Jas Anderson (right), superintendent; and 
Arthur Grimley, manager of research and 
development. 


Top left: High-pressure water jet (upper 
right), cuts coal from steeply-pitched seams 
in the hydraulic mine. 


Bottom right: Robert Gronotte (/eft) , 
vice-president, engineering; and Nigel 
Stonestreet, project manager of new 
hydraulic mine section. 


Bottom left: The highly complex dewater- 
ing station now under construction is built 
into a network of rock and coal tunnels 
some 450 feet below the valley floor. 


Operations Review 


Top left: Gary Livingstone (left), general 
superintendent, mine engineering and 
planning; and Lou Dwarkin, manager of 
mine engineering projects. 


Right: Robert Heers (left), vice-president, 
new project development; and David Parkes, 
manager of new mining development. 


Bottom left: Brian Murphy, manager of 
geological engineering. 


Mine Planning and Development 


In order to prepare for the future and pro- 
vide continuity to mining operations, a 
study to evaluate contiguous coal deposits 
which could extend the life of surface and 
underground mining was concluded in 
1977. Preliminary results of the study in- 
dicate that a portion of these deposits could 
be developed to sustain current levels of 
production through the year 2000. It is 
planned to process this coal through the 
existing Elkview preparation plant. 
Various methods of handling and trans- 
porting the high volumes of materials from 
the new mine area are currently being 
evaluated. A new generation of loading 
and hauling equipment is being studied to 


improve efficiency. During 1978, the 
company will begin testing a 350-ton truck 
— the world’s largest — to determine its 
cost and operating characteristics. 

In anticipation of high demand for ther- 
mal coal, used to generate electric power, 
the mine planning group is re-evaluating the 
extent of the company’s thermal coal re- 
serves available to meet future demand. 


Safety and Service 


Reflecting the employees’ high degree of 
concern for safety and their emphasis on 
safe work practices, a number of Kaiser 
Resources units were recognized for their 
safe performances. Two operating crews 
received the highest safety awards in 
British Columbia. The Elkview prepara- 
tion plant and the plant protection depart- 
ment each won the Award of Excellence 
for their long-time safety records. Kaiser 
Resources also won the first place trophy 
in the province’s surface mine rescue 
competition, and the company’s under- 
ground mine rescue team finished second 
in their category. 

Most cherished of all safety records is 


the envious achievement of crew ‘‘A”’ at 
Westshore Terminals. Since operations 
began at the company’s port facilities in 
June of 1970, the crew has not had a single 
lost-time injury. 

A total of 500 employees at the mine 
operations and at Westshore Terminals re- 
ceived Service Awards in 1977 in recogni- 
tion of their service of five years or more to 
the company. In 1978, more than 260 em- 
ployees will be eligible for service awards. 


Right: John Cook (right) , administrative 
manager, Sparwood, receives Service 
Award from Edgar F. Kaiser, Jr., president 
and chief executive officer. 


Top left: Employees and their families enjoy 
a Service Awards dinner at Sparwood 
Recreation Centre. More than 1,200 attended. 


Bottom centre: This underground crew 
worked 18,000 consecutive hours without a 
lost-time injury. 


Bottom left: A Sparwood team won the 
British Columbia surface mine rescue 
competition in 1977. 
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Operations Review 


Left: Lou Cherene, manager of environ- 
mental services, with the British Columbia 
Mine Reclamation Award — the first ever 
awarded by the Ministry of Mines and 
Petroleum Resources. 


Top and bottom right: Elk and other 
wildlife forage on reclaimed surface mines 
in summer and winter. 


Environmental Services 


Substantial progress was made during the 
year in the two principal areas of environ- 
mental control, which are land reclamation 
and preservation of air and water quality. 

As aresult of reduced coal production, a 
number of surface mining employees were 
diverted to reclamation work during the 
year. Approximately 370 mined acres 
were reclaimed in 1977. This increased the 
total area in various stages of reclamation 
to 1,790 acres. 

Late in 1977, the company advised the 
British Columbia Ministry of the Envi- 
ronment of preliminary plans for an en- 
vironmental improvement program at its 
Michel Valley coke ovens and coal screen- 


ing facilities, which were built more than 
40 years ago and purchased by the com- 
pany in the late 1960s. Application to the 
Ministry has been made for an emissions 
permit and an effluent permit, based on 
these preliminary plans. Engineering is 
underway to develop a definitive cost es- 
timate and a construction plan. 

Constant vigilance of air and water 
quality at mine and port facilities has been 
the key to successful pollution control. 
Studies to find better and more efficient 
methods of controlling air and water qual- 
ity at all facilities are continuing. 


Administration and 
Community Services 


Staff services to support the Company’s 
expanding activities were increased in 
1977. Continued assistance was provided 
for the development of Sparwood, the 
town where the majority of the employees 
working at the mine live. 

During 1977, construction began on 
Sparwood’s new $2 million hospital, a 
27-bed facility which will be opened by 
mid-1978. New tennis courts and an all- 
purpose athletic field were completed in 
1977 and additional recreational facilities 
are planned for 1978. 

Sparwood, a modern community of 
4,000 in the Elk Valley of southeastern 
British Columbia, has experienced rapid 


growth during the past several years. The 
Sparwood District Council completed 
plans in 1977 to develop 800 acres across 
the Elk River for new building sites. Con- 
struction of the first phase of development, 
which will accommodate about 1,000 new 
residents, is expected to begin in 1978. 


Top right: Henry Volkmann (right), 
manager of industrial relations, and an 
alderman on the Sparwood District Council; 
and Mayor Reginald Taylor. 


Top centre: Sue Haraguchi, vice-president, 
assistant to the president; and Larry Stanwood, 
director of community relations, Sparwood. 


Top left: Christopher Hebb (/eft) , vice- 
president and general counsel; and 
Thomas Beckett, counsel. 


Bottom right: A new 27-bed hospital will 
open in 1978 at Sparwood; with patient 
Jennifer Halko is Fred M. Lundgren, M.D. 


Bottom left: The expanding community of 
Sparwood is situated along the Elk River. 
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Operations Review 


Top left: Hans Krutzen (left), vice- 
president, terminal operations and traffic; 
Gordon Edgar (right) , vice-president and 
general manager, Westshore Terminals; 
and Terry Garvey, traffic manager. 


Bottom left and top right: Since operations 
began in 1970, Westshore Terminals has 
loaded 940 ships with a total of 48 million 
tons of coal. Crews working around the 
clock have the facilities to load ships call- 
ing at the port of Roberts Bank at rates up 
to 6,300 tons an hour. 
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Terminals and Transportation 


High volumes of coal continued to move 
efficiently through port facilities of 
Westshore Terminals Ltd., a wholly- 
owned subsidiary. Located at the port of 
Roberts Bank, south of Vancouver, 
Westshore operates one of Canada’s 
largest bulk handling terminals. 

During 1977, eight million tons of coal 
and coke were loaded by Westshore on 130 
ships, compared with 6.9 million tons and 
132 ships in 1976. The 1977 total included 
2.7 million tons of coal handled for other 
companies. 

An Environmental Impact Study con- 
ducted for the National Harbours Board in 
1977 cited Roberts Bank as the most suit- 
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able location in British Columbia for addi- 
tional bulk loading facilities. If the federal 
government approves expansion of the 
port, Westshore will accelerate its plan- 
ning for installing additional coal handling 
facilities on a proposed 50-acre pad. 

The average roundtrip for the unit trains 
between Sparwood and Roberts Bank im- 
proved to 82% hours in 1977 from the 85 
hours, 7 minutes in 1976. CP Rail is con- 
tinuing work on a track improvement pro- 
gram, which together with the use of 
mid-train power, will substantially in- 
crease main line capacity on the 700-mile 
route from the mine to the port. 


Total Coal Shipped from Port 
Re ne HS For other coal companies 
10 Bed For Kaiser Resources 


Marketing 


Under an aggressive marketing program, 
5.5 million tons of coal, coke and related 
products were shipped in 1977, compared 
with the 1976 level of 5 million tons. These 
results were achieved through an increase 
in shipments of eight percent in metallur- 
gical coal and 55 percent in thermal coal 
over the previous year. 

Marketing efforts during the year re- 
sulted in new long-term commitments to 
ship an additional 4 million tons of metal- 
lurgical coal over the next seven years to 
customers in Korea, Pakistan and Brazil. 
The Korean contract was amended to in- 
crease the volume between 1977 and 1985 
to 6 million tons from 3.7 million tons. 
Kaiser Resources was named the primary 
supplier of metallurgical coal to the new 
Pakistan steel mill currently under con- 
struction. The five-year contract calls for 
shipment of 1.4 million metric tons be- 
ginning in 1980. Shipments to Brazilian 
steel mills began in 1977 and will total 
410,000 metric tons over a three-year 
period. 

The program to further diversify metal- 
lurgical coal markets in 1978 continues to 
be successful. The recent devaluation of 
the Canadian dollar has enhanced the 
company’s competitive position in inter- 
national markets. A trial cargo shipped in 
1977 to a new customer in Europe has 
resulted in the company securing its first 
long-term European contract for metal- 


Metallurgical Coal Shipments to 
Countries other than Japan 
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lurgical coal. Under the sales contract 
signed in March, 1978 with Mineral- 
ImportExport of Romania, the company 
will ship between 500,000 and 700,000 
metric tons of metallurgical coal between 
the second quarter of 1978 and 1980. Trial 
cargoes also were shipped in 1977 to other 
customers in Europe and South America. 

In 1976, the company began shipping 
metallurgical coal under a three-year con- 
tract with a Mexican steel company. In 
October, 1977, the steel company tem- 
porarily suspended shipments due to a 
government order causing the steel mill to 
use domestic coal. At the time shipments 
were interrupted, 487,000 metric tons of 


coal remained to be shipped under the 
contract. Kaiser Resources has been ad- 
vised that shipments are expected to re- 
sume in the fourth quarter of 1978. 

Thermal coal is becoming an increas- 
ingly important product for the company. 
Shipments of thermal coal in 1978 are ex- 
pected to be substantially above the 1977 
level as the result of signing new contracts 
with European customers. 


Brian McDermott (right), director of 
marketing and sales; John Harvie (extreme left) 
vice-president; Bob Stanlake, manager, 
marketing and sales; and Dagney Vermunt, 
marketing services co-ordinator. 
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Dawn breaks over Harmer Ridge, 6,000 
feet high in the Canadian Rockies of British 
Columbia. Kaiser Resources people work 
around the clock at this surface mine. 
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Financial Summary 


Howard Cadinha (/eft), executive vice-president, 
finance and administration; Bent Larsen (centre) 
controller; and Peter Bradbury, treasurer. 


Net Earnings 

Net earnings in 1977 were $4.9 million, or 
nine percent higher than in 1976. Con- 
solidated net earnings totalled $57.3 mil- 
lion or $2.14 per share, compared with 
$52.4 million or $1.98 per share in 1976. 

Earnings per share were based on the 
weighted average shares outstanding dur- 
ing the year of 26.8 million in 1977 and 
26.4 million in 1976. 

The improvement in net earnings was 
due principally to increased deliveries of 
metallurgical and thermal coal to markets 
in Asia, Europe and South and Central 
America. Net earnings in the year were also 
favorably affected by reduced depreciation 
charges related to a revision of the estimated 
useful lives of certain major facilities. 


Sales 
Sales in 1977 rose to a record $299 million, 
compared with the previous high of $263 
million in 1976. The increase resulted 
from higher shipments of all products and 
from higher prices for metallurgical coal. 
Deliveries of metallurgical coal in- 
creased by 351,000 tons or eight percent 


while thermal coal increased by 171,000 
tons or 55 percent over the preceding year. 
Total shipments of coal, coke and related 
products in 1977 were 5.5 million tons, 
compared with 5 million tons in 1976. 

In 1977, shipments of metallurgical coal 
to Japan under the long-term contract with 
Mitsubishi Corporation, the company’s 
major customer, accounted for approxi- 
mately 78 percent of the company’s sales 
revenue. The price for coal under this con- 
tract increased by $2.55 to $57.64 per ton 
during the year as a result of price adjust- 
ments for escalation relating principally to 
rail freight, materials, labor and pension 
cost increases. The increase in price in- 
cludes a provision of 41 cents per ton for 
labor and pension cost increases retro- 
active to January 16, 1977, pending settle- 
ment of the labor contract for 1977 with the 
union representing hourly-paid production 
and maintenance employees. In December 
1977, an interim six percent wage increase 
was paid to these employees, retroactive to 
the beginning of the year. 

The contract provides for full price esca- 
lation for increases in rail freight costs. 
Escalation is also permitted for increases 
in labor, pensions and materials costs and 
for increases in property and corporation 
capital taxes, subject to a ceiling of $1.50 
per ton in the year ending March 31, 1978. 
The contract provides for a review of the 
prices to be effective April 1, 1978 and 
April 1, 1980, subject to binding arbitra- 
tion should the parties fail to agree. 

The contract with Mitsubishi extends to 
March 31, 1985 and provides for the sale 
of 4.75 million tons of metallurgical coal 
per year, plus or minus five percent at the 
buyer’s option. Shipments in recent years 
have been below the nominal contract 
level due to production curtailments in the 
Japanese steel industry. Deliveries under 
the contract in 1977 amounted to 4.2 mil- 
lion tons or 88 percent of the annual con- 
tract quantity as compared with 4 million 
tons or 85 percent in 1976. 


Extension of Useful Lives 

In 1977, the company extended the 
maximum useful lives of its principal faci- 
lities to 25 from 15 years. The change in 
useful lives was made to reflect the ex- 
pected use of these facilities beyond the 
expiration of the sales contract with 
Mitsubishi Corporation in 1985. Ongoing 
exploration work has confirmed that coal 
deposits in areas adjacent to existing min- 
ing activities are sufficient, based on cur- 
rent operating and economic conditions, to 
support current production levels until the 
year 2000. The effect of the extension of 
useful lives was to reduce annual depreci- 
ation expense by $3.5 million. Asa result, 
net earnings in 1977 were increased by 
$1.6 million or six cents per share. 


Interest Income 

The investment of corporate cash balances 
in short-term bank deposits resulted in in- 
terest income of $8.7 million in the year, 
compared with $9.8 million in 1976. The 
decline in income was primarily attribut- 
able to lower interest rates prevailing during 
the year. 


Taxes 

Provisions for taxes to federal, provincial 
and municipal governments were $78.8 
million in 1977, compared with $79 mil- 
lion in 1976. In 1977, income and mining 
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taxes accounted for $68.8 million, while 
the remaining $10 million represented 
mineral land taxes, property taxes and cor- 
poration capital taxes. The comparable 
amounts in 1976 were $67.5 million and 
$11.5 million, respectively. 

The effective tax rate for the company in 
1977 decreased to 54.6 percent from 56.3 
percent in the preceding year. The decrease 
was principally due to higher de- 
pletion benefits earned by the company in 
mining activities during the year. 


Capital Expenditures 

Property, plant and equipment purchases 
amounted to $28.5 million in 1977. Of this 
amount, $19.5 million was spent for the 
development of a new section of the hy- 
draulic mine under a project calling for ex- 
penditures of $49 million over three years 
ending in late 1978. The remaining $9 
million was spent for the completion of the 
Elkview plant modification program and 
for the replacement and improvement of 
equipment and facilities at all company 
locations. 


Oil and Gas Exploration 

In August, 1977, the company invested $5 
million in the exploration program of 
Dome Petroleum Limited in the Beaufort 
Sea in return for a one percent net profits 
interest in four exploration blocks. The 
cost of the investment and the related de- 
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pletion benefits were deferred in the ac- 
counts of the company pending establish- 
ment of the commercial viability of the 
project. The company has no obligation to 
make further contributions to the venture. 
Exploration activities in 1977 identified 
the existence of oil and gas in the area. 
Further exploration is scheduled during the 
1978 drilling season. 

The company entered into an agreement 
with Petro-Canada in December, 1977 to 
explore for oil and gas on 1.1 million acres 
in the Sable Island area off the east coast of 
Nova Scotia. The company can earn up to 
a 10 percent working interest in the project 
by payment of approximately $16.5 mil- 
lion of drilling expenditures in 1978 and 
1979. The agreement, which is subject to 
approval under the Foreign Investment 
Review Act, also grants the company an 
option to acquire a 10 percent interest in an 
adjoining 20,000 acres. 

A major portion of the exploration cost 
incurred on these projects will qualify for 
super depletion tax benefits which signifi- 
cantly reduce the after-tax costs of these 
expenditures to the company. 


Debt Retirement 

In December, 1977, the company retired all 
indebtedness outstanding under the credit 
agreements with its Canadian and U.S. 
banks, increasing debt repayments in the 


year to $11.7 million. The company’s 
strong financial and debt-free position 
provides it with significant borrowing 
capacity and flexibility to finance future 
expansion activities. 


Dividends 

The quarterly dividend was increased in 
the fourth quarter of 1977 to 22'4 cents 
from 214 cents per common share. This is 
the third increase since the initial dividend 
of 15 cents per share was paid in the first 
quarter of 1975. The company’s dividend 
is subject to restrictions under the Anti- 
Inflation Act. 


Anti-Inflation Controls 

The Anti-Inflation Act establishes guide- 
lines to restrain prices and profit margins 
on domestic sales, employee compensa- 
tion and dividends. The company is 
largely unaffected by the price and profit 
restraints as it earns substantially all of its 
revenues from sales in export markets. 
However, the company is restricted to a 
maximum dividend payment of approxi- 
mately 914 cents per share in the twelve 
months ending October 13, 1978. The 
degree of restriction, if any, that may 
apply to dividends subsequent to that date 
has not been announced by the Govern- 
ment. The Act is scheduled to expire on 
December 31, 1978. 
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Metallurgical Coal Price Return on Equity 
$ per ton % Ratio of Annual Earnings to 
Average Shareholders’ Equity 
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5-Year Average — 28.2% 
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Financial Statements 


Kaiser Resources Ltd. 
Consolidated Statement of Earnings 
For the years ended December 31, 1977 and 1976 


(Thousands) 
1977 1976 
Sales (Note B) 2 isco enc Oe oe oe Pe ee $299,005 $262,890 
Interest and other income, net... .. 0... 2... cc te cece st eeee 8,722 [732 


307,727 274,622 


Costs and expenses: 


Costiof products Soldivay ox.2s:c tac ee ote sesth ounce ac ae ane ve 140,577 [12.503 
General and administtative: «.. 20, <4 ee sis ee  e e 18,204 133305 
Mineral land'and property: taxes 6 Gon en eee a 9,433 10,940 
Interest:omlong-term debt)... eee ees ote eee rem ee 864 1,548 
Depreciation and depletion (Note Hi) aa ee ee 10,920 14,801 
Amortization of preproduction and development costs .................---- 1,600 1,600 

181,598 154,707 
Earnings before provision for income taxes .....................0000005 126,129 119,915 
Provision for income taxes (Note]) ................ 0.00. cee eee eee eee 68,847 67,528 
Net arming: igi: crs eens nr eA ae tn $ 57,282 $°527387 
Net earnings per share (Note J) ................2 0. cc ceccccececcecces $2.14 $1.98 


Kaiser Resources Ltd. 


Consolidated Statement of Changes in Financial Position 


For the years ended December 31, 1977 and 1976 


Source of funds: 


ING SE Fn TEAS So. 20) acc tars ono eae cae eee ea Oe re 
Depreciation, depiction and amioruzation... sae. 6 eee ea ee 
Pol cmecnnconie cakes mr. clr. ah cas cca Bead utes apdien wisi 
OSS (PAIN Olisale OUASSelSiwa i on hae ogee oes eet 


chaneunas Provided DY ODeLAllOUS 46 byl: Goa canid a 6G Mae on ko Ate 
SOD TES LOCKHGSUCU retain os ete ae ara oh a) Seger eis se wR Gas 
BOC GALONIS AIC OlGASSC (Sincere cere aie 41s irene ofeiattaraid <6) timc oe ees 


PM ESOULCCTOUUIIGS 20s ieee ee ars orn Choe ke Ph ale eS 


Application of funds: 


Property plalieand equipment Purchases <2 i... ac)o 52 = ce he bee ws 
MD ASSCISEAC UICC mmr er ha 1 on Mn Aes Cede RNC aie Sel Mae! oie 3 
ear Omron. Tet UeD Urn tras ie Ge Lees srs og ae es GS 
ETC CGRSTIOSS ST P0E egs Ceeto Se RaeMpAE SUE RU SU SIC a gr INC Sa Ruri ah oa ea Pen 


Oa P le AOMOMMUDCSas wri oc trsc Pa nies ya ih cea aa hs erase 9% 


Increase in working capital (see below) ...................... 
Working capital at beginning of year ........................ 


Working capital at end of year; 24.22... . ee. ec ee ce ee oes 


Summary of increase (decrease) in working capital: 

Re PSL E CCUM CCDOSILG , scapes ectue © he ees cor ee 4 ES ee sts 
PVC ROMUEESICCCLV AD Omari aie arto inl wer cui Mees hn a eae 
[PSST YOVA TES 5g aS G SRO hn, CPSEIO RS OER CREE een eee aur Be eee 
BEES Uae SDC SC ste trceae Aa Neer ee Seoce AS eit OP rosin yy, eat ok 
Accounts Day adie ancdaccrucd, abilities) 2.5. 9. -:0c 7 osieeac derek anton 
Pyro Wel ALedsamOU NS ec. -eaeerns cae aac ve Sen ae Pcs Aan aie ew eae 
Riie OMIM ARC SID AVADICN Marie eit oO, si eiacstn acne MRCS ae RAt ee eras 
POnCereuiy GEOL UC WHIM, ONC: VEAL = oa. ye ein se eons 


(Thousands) 

1977 1976 
$ 57,282 $ 52,387 
12,520 16,401 
14,864 9,134 
(pas (685) 
85,391 VERSES 
499 2,587 
420 1,319 
86,310 81,143 
28,542 187330 
6,231 2,890 
4,785 265 
23,315 21,593 
62,873 45,078 
23,437 36,065 
102,380 66,315 
$125,817 $102,380 
$ (4,839) $20,483 
6,714 3271 
(5,885) 10,329 
11 509 
(1,799) Los 
(510) (865) 
22,822 454 
6,923 7 
$ 23,437 $ 36,065 
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Kaiser Resources Ltd. 
Consolidated Balance Sheet 
As at December 31, 1977 and 1976 


(Thousands) 

Assets 1977 1976 
Current assets: 
Cash and short-tetmmdeposits: 4.5.4 tain-ee ae ce ve 0 eee $104,525 $109,364 
Accounts receivable”... 0.3335 ss se Se in ow es 14,913 8,199 
Inventories (Note:C) \sio.4 62. sas Sia ee ee 32,893 38,778 
Prepaid expenses viv. ose ane oo ede oe eee eee ee ee 1,244 253 

153,575 157,574 
Property, plant and equipment — at cost: 
1 eee ee ae en et ann er torah tr. au yt Oe tls kee ohio bole Be 17,166 Leas 
Buildings and land improvements..2. 4279 ee eee ee 55,523 54,724 
Machinery and equipment, 425.57 asta s ue sey ee ee 115,133 107,524 
Construction work-in-process e452 oe a ne ne ee 28,990 11,144 

216,812 190,570 
Accumulated depreciation and depletion’ == 2 4 nee ee eee 83,753 74,000 

133,059 116,570 
Other assets 55 ice rss he oe ols ee ce Ae eae ar 14,523 8,304 
Deferred preproduction and development costs less amounts amortized .... 11,598 13,198 


$312,755 $295 646 


ASRS YP RT SST SE IP ESTEE TEES | 


Kaiser Resources Ltd. 
Consolidated Statement of Shareholders’ Equity 
For the years ended December 31, 1977 and 1976 


Capital Stock 
Shares Contributed Retained 
Issued Amount Surplus Earnings 
(Thousands) 
Balance January 11,1976 ................. 25,915,245 $E25.915 $ 72,640 $ 79,009 
Net earings —— 197 Ge .0) tre ear rere 32,55), 
Exercise of —— WarantS dacs eee eee OO) vga 1,437 
— Optlons: 4.5404. virus ee ee 59,900 60 313 
Dividends(S.815\per share) aera eee (21,593) 
Balance December 31, 1976 ............... 26, 1516855 26,752 74,390 109,803 
Net earnings 197 7 ace eee D7 ,282 
Exercise of OpulOnS: ae ar ae eee 57,850 58 44] 
Dividends (3-87 pet share) eer ee ee (23,315) 


Balance December 31,1977 .............. 26,809,705 $ 26,810 $ 74,831 $143,770 


(Thousands) 


Liabilities and Shareholders’ Equity 1977 1976 
Current liabilities: 
PicCommiSayan le aud acChued lla DINILIGS ater eee ae oe we ace eyo aun 2 3 $ 11,721 $ 9,922 
Pawo lesi fel atecraINOUNES fetele eval oi Seer hs: oe trae a5 onset nearer ans atieesn vol 5,649 5,139 
earned axe Spay abl Capa = eet et eats ure ge tn aie a, Cae So ee wad Ge 10,388 335210 
Pong cin) eOUaue Wilhim ONE: VCAlrupentya sees Gao so ae Bares ve eee ae —_ 6,923 
27,758 55,194 
ReOIST LORIN CLCDU Rone henna ne sis or te nk Sune ot oie aL eee oe Stee ee -- 4,785 
Deterced income taxes (NOtG]) 2 o.oo os se ee kd ee les biel Bs 39,586 24,722 


Shareholders’ equity: 
Capital stock (Note D) 
Authorized — 28,000,000 common shares of par value $1 each 


Issued and fully paid — 26,809,705 shares (26,751,855 in 1976) ............. 26,810 26,752 
PONEMUULECUSUIEDIUS (UN OLG L)) Merton seer en es ee ee los ate pare Sab allaroe 74,831 74,390 
Retaiie@eahminesnromoulyolel 9/5, UNOS: And) ae, 3 eee se ue ores 143,770 109,803 


245,411 210,945 


Commitments and contingencies (Note G) 


$312,755 $295 ,646 


Approved by the Directors: Edgar F. Kaiser, Jr., Director E.D.H. Wilkinson, Q.C., Director 


Auditors’ Report 


The Shareholders, 
Kaiser Resources Ltd. 


We have examined the consolidated balance sheet of Kaiser Resources Ltd. as at December 31, 1977 and 1976 and 
the consolidated statements of shareholders’ equity, earnings and changes in financial position for the years then 
ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly 
included such tests and other procedures as we considered necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the financial position of the Company as at 
December 31, 1977 and 1976 and the results of its operations and the changes in its financial position for the years 
then ended, in accordance with generally accepted accounting principles applied on a consistent basis. 


i. ea Touche Ross & Co. Vancouver, British Columbia 
On“ oo + - Chartered Accountants January 24, 1978 
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Kaiser Resources Ltd. 
Notes to the Consolidated Financial Statements 
December 31, 1977 and 1976 


Note A — Summary of Significant Accounting Policies 


Accounting Principles: 


The Company is incorporated under the Companies Act of the Prov- 
ince of British Columbia and prepares its accounts in accordance with 
generally accepted accounting principles followed in Canada. 


Principles of Consolidation: 


The consolidated financial statements include the accounts of 
Kaiser Resources Ltd. and its wholly-owned subsidiary Westshore 
Terminals Ltd. Inter-company transactions and accounts have 
been eliminated. 

The investment in Kaiser Coal Canada Ltd., a 70% owned 
joint-venture company formed to perform the feasibility work on a 
potential new mine on the Company’s property, is accounted for 
on the cost basis. 


Translation of Foreign Currency: 


Current assets and current liabilities in foreign currencies are 
translated at rates of exchange in effect at the respective balance 
sheet dates. Non-current assets are translated at rates of exchange 
in effect on the date of acquisition. Provisions for loss from 
exchange rate fluctuations and gains and losses realized on trans- 
actions completed during the year are included in earnings. 


Inventories: 


Inventories of coal and coke are valued at the lower of average cost 
and net realizable value. Depreciation, depletion and amortization 
of preproduction and development costs are not included in the 
determination of inventory costs. Inventories of operating supplies 
are valued at average cost. 


Property, Plant and Equipment: 


Depreciation is provided on a straight-line basis over the estimated 
useful life of each asset. In 1977, the maximum useful life for certain 
assets was extended to 25 from 15 years as described in Note H. 

Expenditures for repairs and maintenance are charged against 
earnings. Replacements and major improvements are capitalized. 
Costs of assets sold, retired or abandoned and the related amounts 
of accumulated depreciation are eliminated from the accounts. 
Gains or losses on such dispositions are included in earnings. 

Depletion of coal-bearing land is provided at the rate of $.10 per 
short ton of raw coal mined. 


Deferred Preproduction and Development Costs: 


Preproduction and development costs are amortized on a 
straight-line basis over the term of the 15 year sales contract with 
Mitsubishi Corporation. 


Exploration Costs: 


Exploration costs are charged against earnings when incurred. 
Exploration costs incurred in connection with feasibility studies to 
determine the commercial viability of specific mining projects are 
deferred and charged against earnings over the life of the project or 
written off when projects are abandoned or proven unfeasible. 


Income Taxes: 


Income taxes are accounted for by the tax allocation method. 
Under this method, provision for taxes is made in the year transac- 
tions affect net income as opposed to when such items are recog- 
nized for tax purposes. Differences between the provision for 
taxes and taxes currently payable are reflected as deferred income 
taxes. Earned depletion benefits are reflected as a tax rate reduc- 
tion in the year claimed. 


Pension Plans: 


Annual contributions to employee pension plans are charged 
against earnings. Pension contributions are actuarially determined 
to include amounts necessary to provide for current service and for 
the funding of past service liabilities over 15 years. 


Note B —Sales 


(Thousands) 
1977 1976 
Export 
Japan eee $237,091 19% $220,296 84% 
Korea, Europe, 
South America, 
Central America and 
the United States .. 53,826 18 35,402 13 
290,917 97 255,698 97 

Domestic ........ 8,088 & Teo 8) 

$299,005 100% $262,890 100% 


Exports to Japan represent metallurgical and thermal coal sales 
under contracts with Mitsubishi Corporation. Substantially all of 
the sales to Mitsubishi result from shipments of metallurgical coal 
used in the production of steel. The metallurgical coal contract 
extends to March 31, 1985. The contract provides for price escala- 
tion for cost increases and for price renegotiations effective April 
1, 1978 and April 1, 1980, subject to binding arbitration if the 
parties are unable to agree. 


Note C — Inventories 


(Thousands) 
1977 1976 

BeaInCOAAnd COKE 2.4 es Bacce sews $15,268 $22,654 
Mae AMAR tee he et eke ce Ps 1,912 882 
Operating supplies (less 
allowance for shrinkage and 
obsolescence of $778,000 in 
fpeand >729,000 in 1976) 2. 2... ese 15,713 15,242 

$32,893 $38,778 


Note D — Capital Stock 


The Company has a stock option program for officers and salaried 
employees. Options to purchase shares are exercisable for four 
years commencing one year after date of grant at prices based on 
the average of the high and low market prices of shares traded on 
The Toronto Stock Exchange on the date of grant. At December 
31, 1977, there were options outstanding to purchase 217,050 
shares at prices ranging from $4.45 to $16.00 per share through 
May 19, 1982. At December 31, 1976, there were options out- 
standing to purchase 170,400 shares. 


Note E — Application of Accumulated Deficit 
to Contributed Surplus 


In 1973, the Company applied the accumulated deficit as of June 
30, 1973 of $32,322,752 against contributed surplus in accor- 
dance with the equity purchase agreements executed with Mit- 
subishi Corporation and nine other Japanese companies. 


Note F — Restriction on Dividends 


The Company is subject to restrictions on its dividend payments 
under the Anti-Inflation Act. In the twelve months ended October 
13, 1977, the Company was restricted to an increase of 8% of the 
$.80 dividend paid in the preceding twelve-month period. For the 
twelve months ending October 13, 1978, the Company is restricted 
to an increase of 6% of the dividend allowed to be paid in the 
immediately preceding twelve-month period. The degree of re- 
striction that will apply to dividend payments after October 13, 
1978 has not been announced by the Government. The Anti- 
Inflation Act expires on December 31, 1978. 


Note G — Commitments and Contingencies 


In 1974, the Company entered into an exploration agreement with 
Mitsui Mining Company, Limited and Mitsubishi Corporation to 
conduct a feasibility study of a new mining project on the Com- 
pany’s property capable of producing up to approximately 
2,000,000 long tons of clean metallurgical coal per year. As of 
December 31, 1977, the Company had invested $2,660,000 in 
Kaiser Coal Canada Ltd., the company incorporated for the pur- 
pose of conducting the feasibility study. If the parties decide to 
proceed with the project, the Company will be obligated to con- 
tribute 50% of the equity capital required to develop the project in 
exchange for an ownership interest of 70%. The commercial 
development of the project has been delayed due to soft coal 
market conditions in Japan, the principal potential market for coal 
produced by the project. The parties are continuing to pursue 
marketing opportunities in other countries. 


On December 21, 1977, the Company entered into an agreement 
with Petro-Canada Exploration, Inc. to acquire up to a 10% 
working interest in oil and gas rights with respect to approximately 
1,100,000 acres off the east coast of Nova Scotia. Under terms of 
the agreement, the Company is committed to estimated drilling 
expenditures for oil and gas exploration of $16,500,000 over the 
next two years. The agreement also grants the Company an option 
to acquire a 10% working interest in an additional 20,000 acres in 
the same area upon payment of 15% of the drilling costs of the first 
well drilled in that area. The agreement is subject to approval 
under the Foreign Investment Review Act. 


The Company is obligated to make production payments to 
Crows Nest Industries Limited in the amount of $.50 per short ton 
of coal mined and sold after January 1, 1977 until an aggregate of 
$34,000,000 is paid. Production payments for 1977 amounted to 
$2,293,000. 


On January 12, 1978, the Company and three other coal com- 
panies reached agreement with the United Mine Workers of 
America, District 18, to provide contributions over the next ten 
years to fully fund benefits for retired coal miners not covered by 
pension plans of any of the companies. The Company’s share of 
future contributions is estimated at $1,000,000 per year. 


Under the hydraulic mining license agreement between the 
Company and Mitsui Mining Company, Limited which extends 
until 1992, the Company is committed to pay a royalty of U.S. 
$.30 per long ton of clean coal produced by the hydraulic mining 
method. The Company will receive a paid-up license when a total 
of U.S. $9,000,000 has been paid to Mitsui by the Company and 
its affiliates. Royalty payments for 1977 amounted to U.S. 
$93,000 and increased the total amounts paid under the agreement 
to U.S. $702,000. 
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Notes to the Consolidated Financial Statements 


Note H — Extension of Useful Lives of Assets 


Prior to 1977, depreciation was provided on a straight-line basis 
over the lesser of the estimated useful life of each asset and the 
remaining life of the sales contract with Mitsubishi Corporation 
expiring on March 31, 1985. In 1977, the Company, with the 
assistance of independent consultants, completed a study of the 
remaining useful lives of its assets. Based on the results of this 
study and current operating and economic conditions, manage- 
ment concluded that the estimated remaining useful lives of its 
principal facilities should be extended. Accordingly, life expec- 
tancies of certain mining and port facilities were revised effective 
January 1, 1977. The effect of this change in 1977 was to reduce 
depreciation expense by $3,500,000 and to increase net earnings 
by $1,600,000 or $.06 per share. 


Note I — Provision for Income Taxes 


(Thousands) 
1977 1976 
Current: 
Federal and provincial income taxes ..... $40,964 $45,470 
British Columbia mining tax ........... 13,019 12,924 
53,983 58 ,394 
Deferred: 
Federal and provincial income taxes ..... 13,396 T3981 
British Columbia mining tax ........... 1,468 1153 
14,864 9,134 
$68,847 $67,528 


The effective tax rates for the Company were 54.6% in 1977 and 
56.3% in 1976. 


Deferred income taxes result from timing differences in the rec- 
ognition of revenue and expenses for income tax and financial 
reporting purposes and are summarized as follows: 


(Thousands) 
1977 1976 
Depreciation claimed for taxes 
in excess of amounts recorded .......... $ 9,985 $ 9,268 
Oil and gas exploration costs 
claimed tor taxes. te eee 2,550 — 
Oil and gas depletion benefits 
Claimed TOL taxes ene ee a, ee ee 2,382 — 
Other items’ a3 ee ee (53) (134) 
$14,864 $ 9,134 


Tax benefits arising from oil and gas depletion claimed in 1977 
have not been reflected in earnings as a tax rate reduction pending 
the establishment of the commercial viability of the venture. 


Note J — Earnings Per Share 


Earnings per share are calculated on the weighted average number 
of shares outstanding during the year of 26,792,441 in 1977 and 
26,394,056 in 1976. 


Note K — Remuneration of Directors 
and Senior Officers 


The aggregate direct remuneration paid to directors and senior 
officers amounted to $1,789,000 for 1977 and $1,089,000 for 1976. 


Note L — Pension Plans 


The Company has pension plans in effect for its hourly and 
salaried employees. Contributions to employee pension plans 
amounted to $982,000 in 1977 and $913,000 in 1976. At Decem- 
ber 31, 1977, the unfunded past service liabilities of all pension 
plans amounted to $3,158,000. 


Note M — Anti-Inflation Legislation 


The Company is subject to the Anti-Inflation Act which imposes 
restraints on dividends, employee compensation and domestic 
prices and profit margins until December 31, 1978. 


Note N — Replacement Costs 


Estimates of replacement costs for inventories, cost of sales, plant 
and equipment and related depreciation will be provided in the 
Company’s annual report on Form 10-K to be filed with the 
Securities and Exchange Commission, Washington, D.C., on or 
before March 31, 1978. A copy of the report may be obtained from 
the Company upon request. 

The effect of inflation has been to increase the cost of opera- 
tions. The Company has generally been able to recover such 
increases through price escalation provisions of its sales contracts. 
However, the extent of recovery is affected by competitive market 
factors and the volume of coal shipped in the year. 


Note O — Quarterly Financial Data (Unaudited) 


(Thousands Except for Share Statistics) 
1977 Quarters Ended 1976 Quarters Ended 


Mar.31 Jun.30 Sep.30 Dec. 31 Mar. 31 Jun.30 Sept.30 Dec. 31 


Shipments — long tons .............5.. 1,351 1,511 1,273 1,343 1,288 1,442 891 1,333 
Pn ey igces Bhd tees bey b $73,106 $81,799 $71,357 $72,743 $69,494 $74,788 $46,697 $71,911 
SDSS [DRO Ag SA as ee 39,686 43,689 38,986 36,067 41,337 43,269 25,495 40,276 
“St SETTLE (10 ee ee 14,513 16,172 13,591 13,006 14,594 15,861 7,022 14,310 
Bemmiiesipetshate (1) s0s0.. Hewes soca See54> $605 S51 56 $2.49 52) mcOO uo el O0R 797.94 29.9 25. 54 

MEMICENUS PELSNALC ln ek A ew es 215 2215 215 225 .20 20 .20 eS 


Common stock price 

(Toronto Stock Exchange) 
ee Ee a. id a he as a $ 15.63 $ 15.63 $ 15.13 $ 14.50 Sel SO spon Ais eo tlO38) slo. 25 
“LION oso Son OS 13.75 13.63 12.75 12.75 9.38 10.00 13.63 12.50 


(1) As explained in Note H, the estimated useful lives of certain assets were extended in the fourth quarter of 1977. The resultant 
depreciation adjustment increased net earnings for the year by $1,600,000 or $.06 per share. To ensure comparability of quarterly 
results, previously reported quarterly earnings for 1977 have been restated. Net earnings were increased by $400,000 in each of the 
first, second and third quarters and earnings per share for the same periods were increased by $.01, $.01 and $.02, respectively. 
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Five-Year Review 


(Thousands except per share data) 1977 1976 1975 1974 1973 
Shipments — Tons 
Metallurgical coal? <2: 22 Sec te Ae Oe ee ee eee 4,881 4,530 4,971 4,969 4,675 
‘Thermal coals ssrgeencoc 3 eae Shae eee ere er ee ee 485 314 489 329 70 
Coketand breeze seta Ae nea ver na Re ecm eae 112 110 IBS 161 169 
POtal | 205 etre aoe eat coe ere Ti tae ee 5,478 4,954 a5 5,459 4,914 
Summary of Earnings 
Sales as srcis Sate ek Se eee NGS, Ea ats ek REI cet CeO ee $299,005 $262,890 $259,870 $142,597 $ 97,439 
Interestandothemincomes letersi eee eer ener 8,722 3 5,564 3,997 2,385 
TOtAL a ses aok Beers a ea te po ee eee eee 307,727 274,622 265,434 146,594 99,824 
Cost of productssold.cau0 sakes seat cree eee ee 140,577 [2S is 11055 87,327 66,147 
Generallandradministrativenea eee ee ee ee ee 18,204 135305 11,624 8,701 6,464 
Mineral land and property taxes "W.).2 577i oer eee 9,433 10,940 6,708 3,599 1,663 
Interest: <r nse Se Ee I ee ee 864 1,548 2535 5,875 8,202 
Depreciation and‘depletion in saree to oe ee eee ee 10,920 14,801 13,661 12,850 D322) 
Amortization of preproduction and development costs ............... 1,600 1,600 1,600 1,594 1,507 
Earnings before provision for 
income taxes‘and extraordinary Items. 22. ee 126,129 119,915 118,253 26,648 3,519 
PrOVISIONMTOL INCOME LaXeSeersre ieee ete eee rere 68,847 67,528 54,253 13,986 WSS 
Extraordinary items’ ese ot eae a ce ee eee ey ree — — 7,229! 11,496! 694! 
Net Garnings,, ascestet Gusaita cosaspeh core ae eee Raa ners ore cel eee $ 57,282 $52,387 $71,229") $924 15S oe 
Weighted average number of shares outstanding .................... 26,792 26,394 29,158 23,954 [S597 
Share Statistics 
Basic earnings 
Before extraordinary stems 1:0 er ee $) 2:14) $s, 198 aS 2 eS eee 18 
Extraordinary stems. sc angie oie, oie ee eas eee — — “29 48 .04 
Ne€ Garni ngs a: soci 265 tas heed he pe ean ee ae 2.14 1.98 2.83 1.01 ys 
Dividends cose een ee 5 SE OO ee .87 815 Ries — — 
Book-value at year end tc. toe eee ere eee a ee 915 7.89 6.85 4.99 Siye) 
TSE commonistock price —highvein.s. ee eee ee 15.63 16.38 1S 5.38 aS 
—— OW hes ete i eee ee ee 12:75 9.38 4.90 3.00 2.00 
Other Financial Data 
Cash flow from operations: sAy se eee $ 85,391 $ 77,237 $ 99,339 $ 40,603 $ 17,338 
Working capital gests poeta ee aad reat hee eee ee eee 125,817 102,380 66,315 11,517 4,376 
Capital expenditures) f0).e ats aoenee tore one ee ere 28,542 13,330 21,416 10,186 9,620 
Total assets ue Ge ates a oe ase ane aoe ee 312,755 295,646 261,869 16325.E0. 160,985 
‘Fotalilono=termide big, nena ee Cee er — 11,708 18,980 28,738 57,442 
Shareholders’ equity ..26 23.cn 2 salen eee ee ee 245,411 210,945 177,564 119,625 95,434 
Shareliolders.at-yearend 252 eens ee 6,398 6,455 5,390 3,957 3,810 
Employees at yeat end 3205. - ses oe 1,930 2,030 2,008 1,960 lavz5 


Note: (1) Reduction of income taxes otherwise payable due to the application of loss carry-forwards. 


Management’s Discussion and Analysis of the Summary of Earnings 


1977 Compared With 1976 


Sales increased by $36.1 million in 1977 to $299 million as a result 
of higher shipments and higher prices for metallurgical coal. 
Deliveries of metallurgical and thermal coal during the year in- 
creased by 8% and 55%, respectively, as a result of intensified 
efforts to secure new markets for coal outside of Japan. In 1977, 
approximately 78% of the company’s sales revenue was derived 
from metallurgical coal delivered to Japan under a long-term 
contract with Mitsubishi Corporation. The price for coal under this 
contract increased by $2.55 to $57.64 per ton during the year as a 
result of price adjustments for escalation. The increase in price 
includes estimated unbilled adjustments of $.41 per ton retroactive 
to January 16, 1977 pending settlement of labor negotiations with 
hourly workers represented by the United Mine Workers of 
America, Local 7292. 

Interest and other income declined by $3 million during the year 
principally as a result of losses incurred on the disposal of equip- 
ment no longer required and lower interest earnings from the 
investment of cash balances due to declining interest rates. 

Costs and expenses increased in 1977 primarily as a result of the 
effect of inflation, higher shipment levels and increased activities 
in the administrative areas to diversify markets and to evaluate 
new opportunities for future growth. Cost of products sold rose 
25% during the year reflecting the general impact of inflation on 
labor and materials costs, higher shipment levels and higher rail 
freight costs incurred to move coal to the company’s port facilities 
for sale in export markets. 

The increase in general and administrative expenses related 
principally to higher salary costs, increased exploration activity on 
the company’s property and higher travel and related costs at- 
tributable to the increased activities of the company. The decline 
inmineral land and property taxes resulted mainly from a decrease 
in mineral land taxes relating to the low level of shipments 1n 1976. 
Taxes assessed each year are based on tonnage shipped in the 
preceding year. The decrease in interest resulted from the retire- 
ment of long-term debt during the year. 

Reduced charges for depreciation and depletion are accounted 
for principally by the extension of the estimated useful lives of 
certain major facilities to 25 years from 15 years. Prior to 1977, 
depreciation for these facilities was provided on a straight-line 
basis over the lesser of the estimated useful life of each asset and 
the remaining life of the 15-year sales contract with Mitsubishi 
Corporation expiring March 31, 1985. The effect of this revision 
was to reduce depreciation charges for 1977 by $3.5 million. 


1976 Compared With 1975 


Sales in 1976 increased slightly over the preceding year as the 
price for metallurgical coal shipped to Japan increased by $2.69 to 
$55.09 per ton. Revenue from increased prices was offset by a 
decline of 9% in metallurgical coal shipments, resulting primarily 
from soft market conditions experienced during the year. 

Earnings in 1976 increased cash balances to $109.4 million at 
year-end. Interest earnings from the placement of these funds in 
short-term investments accounted for the increase in interest and 
other income. 

Costs and expenses increased in 1976 mainly because of higher 
mineral land taxes and increased general and administrative ex- 
pense. Cost of products sold rose only slightly because the in- 
creases in product costs were almost entirely offset by lower 
shipments. Efforts to further diversify markets and to expand 
business activities resulted in increased staffing requirements and 
related costs which, together with higher insurance costs, were the 
main causes of the increase in general and administrative expense. 
Mineral land and property taxes increased due to a rise in the 
mineral land taxes paid to the Provincial Government to $1.50 
from $1.00 per ton and higher property tax rates. Interest expense 
continued to decrease as in previous years, reflecting the retire- 
ment of long-term debt. 

Income taxes rose by $13.3 million in 1976 as a result of higher 
federal and provincial income tax rates, and the decrease in earned 
depletion benefits which are treated as a tax rate reduction in the 
year claimed. This caused the effective tax rate of the company to 
rise to 56.3% in 1976 from 45.9% in 1975. 

The absence of extraordinary income in 1976 reflects the exhaus- 
tion of accumulated loss carry-forwards in the preceding year. 


Prior Years 


The increase in net earnings for 1975 over the preceding year was 
due principally to a significant increase in the price for metallurgi- 
cal coal. The price of coal exported to Japan during the year 
increased by $22.16 per ton to $52.40 at December 31, 1975. 

The increase in net earnings for 1974 primarily related to im- 
proving prices for metallurgical coal and extraordinary income 
which resulted from the application of prior years loss carry- 
forwards to reduce income taxes otherwise payable. The price of 
metallurgical coal shipped to Japan increased by $9.99 per ton 
in the year. 

Net earnings in 1973 represented the first year of profitable 
operations for the company. During that year the company over- 
came the problems incurred in connection with the startup of 
mining operations, renegotiated its sales contracts with Mitsubishi 
in terms of price and other conditions and retired $55 million of 
debt through an equity refinancing program. 
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Corporate Directory 


Directors 


Edgar F. Kaiser* 

Chairman, Kaiser Resources Ltd., Vancouver 
Chairman, Kaiser Steel Corporation, 
Oakland, California 

(major western U.S. steel producer) 


Graham R. Dawson* 
Vice-Chairman, Kaiser Resources Ltd. 
President, Dawson Construction Limited, 
Vancouver 

(heavy construction contractors) 


Edgar F. Kaiser, Jr.* 

Chairman of the Executive Committee 
President and Chief Executive Officer, 
Kaiser Resources Ltd., Vancouver 


Howard E. Cadinha 
Executive Vice-President, 
Finance and Administration 
Kaiser Resources Ltd., Vancouver 


Paul G. Desmarais 
Chairman and Chief Executive Officer 


Power Corporation of Canada Limited, Montreal 


(investment and management company) 


Roger T. Hager*t 

Retired Chairman 

The Canadian Fishing Company Limited, 
Vancouver (fish processing) 


Enji Haseo 

Managing Director, Ferrous Metals 
Mitsubishi Corporation, 

Tokyo (trading company) 


Robert W. MacPhail 


Executive Vice-President, Operations 
Kaiser Resources Ltd., Vancouver 


John W. Poole* 

President and Chief Executive Officer 

Daon Development Corporation, Vancouver 
(real estate development) 


Edward A. Toryt 
Partner, Campbell, Godfrey & Lewtas 
Toronto (barristers and solicitors) 


E.D.H. Wilkinson, Q.C.t 
Partner, Russell & DuMoulin 
Vancouver (barristers and solicitors) 


*Member of Executive Committee 
+Member of Audit Committee 


Officers 


Edgar F. Kaiser 


Chairman of the Board 


Graham R. Dawson 
Vice-Chairman of the Board 


Edgar F. Kaiser, Jr. 


Chairman of the Executive Committee 
President and Chief Executive Officer 


Howard E. Cadinha 


Executive Vice-President, 
Finance and Administration 


Robert W. MacPhail 


Executive Vice-President, 
Operations 


George L. Farinsky 
Senior Vice-President, 
Corporate Development 


Robert H. Gronotte 
Vice-President, 
Engineering 


Sue Haraguchi 
Vice-President, 
Assistant to the President 


John H. Harvie 


Vice-President 


Christopher H. Hebb 


Vice-President, 
General Counsel and Secretary 


Robert G. Heers 


Vice-President, 
New Project Development 


Hans J. Krutzen 
Vice-President, 
Terminal Operations and Traffic 


Ward P. Popenoe 
Vice-President, 
Administration 


Walter J. Riva 


Vice-President, 
Mining Operations 


Peter M. Bradbury 


Treasurer 


Bent H. Larsen 


Controller and Assistant Secretary 


Thomas A. Beckett 


Counsel and Assistant Secretary 


Kaiser Resources Ltd. 


Executive Offices 
2600 Board of Trade Tower 
1177 West Hastings Street 
Vancouver, B.C. V6E 2L1 
Telephone (604) 681-9211 


Mining Operations 
Box 2000 
Sparwood, B.C. VOB 2G0 


Westshore Terminals Ltd. 


Roberts Bank 
Delta, B.C. V4K 3N2 


Kaiser Resources (U.S.) Ltd. 


800-3rd Avenue 
New York, N.Y. 10022 
(212) 832-0850 


300 Lakeside Drive 
Oakland, Ca. 94666 
(415) 271-5088 


P.O. Box 727 
Price, Utah 84501 
(801) 637-5145 


Auditors 
Touche Ross & Co. 


Transfer Agent 

Canada Permanent Trust Company 
Vancouver, Calgary, Regina, 
Winnipeg, Toronto, Montreal 


Registrar 

National Trust Company Limited 
Vancouver, Calgary, Regina, 
Winnipeg, Toronto, Montreal 


Shares Listed 


Vancouver, Toronto and 
Montreal Stock Exchanges 


Annual Meeting 

The annual meeting of shareholders will be 
held on May 9, 1978 at the Bayshore Inn, 
1601 West Georgia Street, Vancouver, B.C. 
at 11:00 a.m. local time. 


Form 10-K 

A copy of the Annual Report on 

Form 10-K, filed with the United States 
Securities and Exchange Commission, is 
available without charge upon request 

to the Corporate Affairs Department 

at the Company’s executive offices in 
Vancouver, British Columbia. 
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KAISER 


RESOURCES 


ARI0 KAISER 


RESOURCES 
KAISER RESOURCES LTD. KAISER RESOURCES LTD. 
CONSOLIDATED STATEMENT OF EARNINGS CONSOLIDATED STATEMENT OF CHANGES 
, IN FINANCIAL POSITION 
(Unaudited) 
(Unaudited) Report to 
ay shareholders 
Three Months Ended June 30 Six Months Ended June 30 (Thousands) . 
_ 1977 1976 1977 1976 Six Months Ended June 30 Fi rst Half 
$ 81,799 $ 74,788 $154,905 $144,282 1977 1976 of 1977 
2,893 5,051 5,566 Source of Funds: 
77,681 159,956 149,848 Neb ammingss. Cane aks eee ns hn co dba $ 29,885 $ 30,455 
Costs and expenses: Depreciation, depletion diadvamMOriZationl. . 4.5 2. 2-4 8,016 S273 
Cost of products sold 31,519 71,530 59,676 Provision OMIM OMNCRLANCHEre mney ay ee ee ee 4,876 7,489 
Gee edn inistiative: Ste 2.786 8,488 6.019 Moss(Gain honk alevondssals eens see a icant Me) (391) 
Mineral land and property taxes 2,794 4741 5,470 Total funds provided by operations............ 43,008 45,826 
Interest on long-term debt 407 457 BAT @aprtalestockiSSUc Ciwmrarmems caer arent eens aeteen ceeecan te 430 1,656 
Depreciation and depletion .... 3,675 7,216 7,474 Proceeds tromisaleoimascacmy 9 eee ee 205 536 
Amortization of preproduction 43 643 48 018 
and development costs 400 800 800 Application of Funds: 
49,312 41,581 OSE Oe 80,286 Property, plant and equipment purchases ........... 14,868 3,650 
Earnings before provision Other-assets: acquired Memarn fe o> oee cate o ee Se 618 15533 
for income taxes 34,936 36,100 66,724 69,562 Reductton iol long-termrdept 5 oes bt se Swe vets 3,497 3,605! 
Provision for income taxes: Dividends paid peas nee oe yee eden sete ae Syl 10,552 
Current 16,604 16,849 31,963 31,618 30,504 19,386 
Deferred 2,560 3,390 4,876 7489 IMNCTEANS 1h) WHOM CHOW. occ cco cdaucovscvgugenns 13,139 28,632 
19,164 20,239 36,839 39,107 Working capital at beginning of period .............. 102,380 66,315 
Net earnings $ 15,772 $ 15,861 $ 29,885 $ 30,455 Working capital at end of period APPAR RY 1, Creer $115,519 $ 94,947 
Weighted average number of 
shares outstanding 26,378 26,782 26,22) 
Net earnings per share $ .60 Sie ede TISI6 On bchalionine board: 


Edgar F. Kaiser, Jr., Director 
E. D. H. Wilkinson, Q.C., Director 
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